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After 11 months of negotiations and weekly headlines predicting an imminent agreement with the
International Monetary Fund (IMF), the Argentine government was unable to satisfy the lending
institution's changing demands. Because of the failure to sign an agreement, the administration of
President Eduardo Duhalde paid only a fraction of the US$805 million due the World Bank on Nov.
14.
Duhalde, a member of the Partido Justicialista-peronista (PJ), took office in January, the fifth
president in two weeks (see NotiSur, 2002-01-11). He began negotiations with the IMF, and the
government has several times said an agreement was close, only to backtrack when it was faced with
new demands.
On Nov. 2, Duhalde said the government would not sign an IMF agreement that called for a new
fiscal adjustment and "puts at risk the incipient economic recovery." The same day, Economy
Minister Roberto Lavagna returned from Washington after another unsuccessful round of talks with
the IMF.
Lavagna said the IMF's demand that potential candidates for the March 2003 presidential elections
back the IMF agreement in advance was "absurd." "They [the IMF directors] have the idea that it is
necessary to achieve political consensus regarding the agreement," said Lavagna in an interview in
the Argentine daily Clarin. "I reiterated that we cannot ask for consensus on something that doesn't
exist."
With the presidential election scheduled for early next year, IMF talks have become a contentious
campaign issue. "If they are asking us for more taxes, more belt-tightening, or throwing people
out into the streets, then there is nothing to talk about," said Cordoba Gov. Jose Manuel de la Sota,
a contender for the PJ nomination. "These recipes have brought us to this crisis, which is killing
children."
Argentines were shocked by recent news that four children had died from malnutrition in Tucuman,
one of the poorest areas in northern Argentina, and authorities fear the number will go up.
The nongovernmental organization Red Solidaria said there are 260,000 cases of childhood
malnutrition in Argentina. The organization said 33 children under five die every day, 23 of those
from preventable illnesses.

Last-ditch effort fails
Government officials went back to Washington on Nov. 11, in a last-ditch effort to avoid default
on the World Bank loan due Aug. 14. Without an agreement, the government's only alternative
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would be to use Banco Central reserves to make the payment. When this effort failed as well,
Lavagna informed the World Bank that Argentina would only make a token US$79.2 million interest
payment. He said Argentina would not pay the principal until an IMF deal was reached.
The default cuts off one of Argentina's last sources of financing. It had already defaulted on US
$95 billion of its US$115 billion commercial debts. "Argentina has a firm commitment to meet
its obligations once an agreement is reached," Duhalde said, but it cannot afford to tap into its
diminished US$9.8 billion in foreign reserves to pay back creditors.
Cabinet Chief Alfredo Atanasof said that without IMF aid, Argentina simply did not have enough
money to make the payment. "Argentina was not going to accept the policy of savage budget
adjustments as a strategy for solving its problems," Atanasof told reporters. "That's how we ended
up in the longest negotiation in the history of the IMF."
As if to demonstrate his opposition to prescriptions for more austerity, Duhalde said he was cutting
the value-added tax (impuesto al valor agregado, IVA) by two points, from 21% to 19%. "The
president has the authority to take steps to reactivate the economy," Duhalde said, adding that he
would announce other stimulus measures soon.
One result of Argentina's failure to make the payment is that it jeopardizes future World Bank loans
for social programs to alleviate the crisis. Argentina was scheduled to receive US$600 million in
loans next week, but World Bank rules prohibit further disbursement of funds to countries in arrears
on their obligations. The World Bank said it cannot now consider any new loans for Argentina, and
further payments under existing loans will be cut off in mid-December unless Buenos Aires makes
good on the overdue payments.
Negotiations continue
IMF official Anne Krueger said some progress had been made with Argentina on how to resolve
banking problems and on a commitment from Argentina not to further delay implementing its
bankruptcy law. Krueger said she would recommend that the IMF board approve an Argentine
request to roll over a US$141 million payment due on Nov. 22 giving Buenos Aires some space
before it defaults on its IMF obligations. Other officials said the two sides were still unable to
agree on issues ranging from tax and utility-rate increases to bankruptcy procedures. Particularly
controversial is resolving the issue of some 250,000 mortgages that are not being repaid.
The government says it is under IMF pressure to begin foreclosures on those loans as a way of
assuring banks that existing contracts will be honored.
The IMF said Nov. 19 that Argentina must implement the economic reforms it has promised, and
IMF spokesman Thomas Dawson said the IMF also wanted Argentina to demonstrate that it has
political support for the measures. Regarding Lavagna's remarks that the Duhalde government was
being forced to look for political consensus on the reform program just months before presidential
elections, Dawson said, "Fund programs need to be sustainable in both an economic policy context
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and also in terms of implementation within a political system. Political support is something that is
quite important."
Dawson was asked about a 12-point economic plan signed by Duhalde and 20 of the 24 provincial
governors on Nov. 18. The accord includes promises to address several points of concern to the
fund, including speedy approval of a coherent budget for 2003, elimination of tax breaks, and a
commitment not to pass a law preventing banks from foreclosing on their debtors. The fund gave a
cool welcome to the new agreement, saying it seemed similar to a 14-point plan agreed in April and
did not cover the range of issues under discussion. "It is not that the April plan wasn't sufficient, it is
that it wasn't implemented," said Dawson.
Privately, some officials in Washington worry that, if Argentina becomes more estranged from the
IMF, popular sentiment throughout Latin America will turn increasingly against the IMF, the US
government, and the system of global capitalism that they champion. "This is crucial for the whole
region," one senior policymaker said.
Others, however, saw that same possibility as positive. "In the long term, and for other countries, the
impact could be very positive," said Soren Ambrose of the Washington-based 50 Years Is Enough
network, which calls for debt cancellation and an end to structural-adjustment requirements
imposed by the World Bank and IMF. "This unique challenge to the power of the World Bank and
IMF to dictate both macroeconomic policy and debt-repayment terms could change the perception
of their infallibility," he added

-- End --
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